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1 BRENT WEEKES,
Complainants,

2
v.

3

4

P INE WATER COMP ANY, a n  Ar izo n a
Corpora tion

Res pondent.
5
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3
) DOCKET NO. W-03512A-07-0019
)
)
)
)
)
)
)

7
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10

Compla ina nts , RAYMOND R. P UGEL AND J ULIE B. P UGEL, a s  trus te e s  of THE RAYMOND

R. P UGEL a nd J ULIE B. P UGEL FAMILY TRUS T, a nd ROBERT RANDALL a nd S ALLY RANDALL,

AS S ET TRUS T MANAGEMENT, a nd BRENT WEEKES , he re by s ubmit the  Notice  of Filing Re butta l

Te s timony in this  re fe re nce d ma tte r. Atta che d he re to a s  Exhibit A is  the  Re butta l Te s timony of Ha rry

Jones.

12 RESPECTFULLY SUBMITTED this  24th day ofjanua ry, 2008.
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14 GLIEGE LAW OFFICES , P LLC
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/s / john G. Glie ge
john G. Gliege
Attorney for Compla inants ,
Pug el et al., Asset Trust Management, and Brent Weekes
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. e l

1 Origina l and 19 copies  mailed/delivered

This  24*" day of January, 2008 to:
2

3

4

Arizona  Corpora tion Commiss ion
Attn: Docke t Control
1200 W. Washington
Phoenix, AZ 85007

5
Copies  of the foregoing ma iled/delivered
This  24"' day of January, 2008 to:6

7

8

9

Kevin O. Torrey
Attorney, Lega l Divis ion
Arizona  Corpora tion Commiss ion
1200 W. Washington Street
Phoenix, AZ 85007

10

12

Chris topher Kee ley, Chie f Couns e l
Lega l Divis ion
Arizona  Corpora tion Commiss ion
1200 W. Washington Street
Phoenix, AZ 85007

13

14

15

Ernes t G. Johnson, Director
Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 W. Washington Street
Phoenix, AZ 85007

16
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Jay L. Shapiro
Fennemore Cra ig
3003 North Centra l Ave. S te 2600
Phoenix, AZ 85012-2913

19

20

David W. Davis , ESQ.
Tulley, Swan & Childers , P .C.
3101 N. Centra l, Suite 1300
Phoenix, AZ 85012-2643

21

22
Robert M. Cassaro
PO Box 1522
Pine, AZ 85544
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24
William F. Haney
3018 E. Ma llory S t.
Mesa , AZ 85213

25
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PO Box 2198
Pine, AZ 8554427
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EXHIBIT A
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an

1

2 Rebutta l Tes timonv of Ha rrv D. J ones

3

4 Please state your name and business address.

5

Que s tion:

Ans we r: Harry D. Jones , HC7 Box 363, Payson, AZ 85541

6

7

8

Q.

A. Gila

o f9

1 0

11

By whom a re  you employed?

HDJ Management, LLC my wholly owned consulting firm which is  engaged by (a )

County as  the  water issues  consultant in Northern Gila  County, (b) as Dis tric t Manager

P ine  Cre e k Ca nyon DWID (a t P orta l W in P ine ), a nd (c) a s  Dis trict Ma na ge r of Tonto Villa ge  DWID

nea r Kohl's  Ranch.

1 2

13

1 4

Q.

A.

15

In wha t capacity a re  you te s tifying in this  proceeding?

As  a  cons ulta nt to Tommie  Cline  Ma rtin, S upe rvis or of Dis trict 1 of Gila  County, Arizona , the

supervisory dis trict in which the  P ine  Wate r Company (PWCo) and compla inants  a re  loca ted.

16

17

18

Q-

A.

Wha t is  your e duca tiona l ba ckground a pplica ble  to this proce e ding?

I ha ve  a  Ma s te rs  of Bus ine s s  Adminis tra tion a nd a  P h.D in e conomics  a nd fina nce ,

19

20

21

22

How long have  you been active  in wa te r issues  and wa te r dis trict management in Gila  County?

I have  been Cha irman of the  Rim Tra il DWID off and on for 28 yea rs  (currently in  th e  mid d le

one -ha lf ye a rs , h a ve  b e e n  GilaI

23

24

25

Q.

A.

of my s e cond cons e cutive  four ye a r te rm). For the  la s t four a nd

County's  re pre s e nta tive  a nd voting pa rtne r for

S tudy, a  $600,000 joint

Re c la m a tion .  O n

26

the  Mogo llon  R im  W a te r Re s ou rc e s  Ma na ge m e n t

ve nture o f G ila  C o u n ty,  th e  To wn  o f P a ys o n ,  a n d  th e  Bu re a u  o f

b e h a lf o f th e  G ila  C o u n ty Bo a rd  o f S u p e rv is o rs ,  I wa s  a p p o in te d  to  b e  th e

ma na ge r of the  P ine /S tra wbe rry Wa te r Improve me nt Dis tric t for 15 months  in 2003-

27

opera ting

2004, a t the  time  of P WCo's  la s t ra te  ca se  whe re  the  Dis trict wa s  a n inte rve ne r.

28

29 Wha t is  the  purpose  of the  te s timony you a re  a bout to give ?

tv

Q.

5
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2 in this  docke t.

3

4

5

Q.

A.

6

7

8

What a re  the  genera l a reas  of tes timony tha t you intend to offe r rebutta l tes timony for?

For Mr. Ole a 's  te s timony, I will firs t dis cus s  the  a va ila bility of informa tion on pote ntia l wa te r

supplie s  in the  P ine  a re a , s e condly, I will dis cus s  re gula tory policy a nd wha t I be lie ve  is  in the

public inte re s t a s  applied to PWCo. For Mr. Ha rdcas tle 's  te s timony, I will discuss  topics  page  by

page  from his  te s timony.

9

10

11

Q.

A.

12

How will you pre se nt this  informa tion?

I will re fe r to pa ge  numbe rs  of tra ns cripts  a nd to the  line s  on tha t pa ge  whe re  tra ns cripts  a re

ava ilable , and to da tes  of tes timony where  transcripts  a re  not ye t ava ilable .

13

14 Ava ila b ilitv o f In fo rm a tio n  o n  P o te n t ia l Wa te r S u p p lie s  in  P in e

15

16

17

Q.

A.

Do Sta ff and Mr. Olea  seem to fee l tha t adequa te  wate r is  like ly to exis t under P ine  a t this  time?

Yes , fina lly a fte r many yea rs  of mis informa tion on the ir pa rt.

18

19 Wha t indica tions  ha ve  the re  be e n ove r the  ye a rs  a s  to  the  like lihood of a de qua te  wa te r unde r

20 Pine?

2 1

22

23

24

25

All pa rtie s  seem to agree  the  uppe r aquife rs  in P ine  a re  limited because  of geologica l s tructure s

and shortages  of mois ture  ava ilable  to replenish the  wa te r. However, it is  important to remember

tha t ove r the  la s t l 1+ yea rs , a ll four of the  Domes tic Wa te r Improvement Dis tricts  ("DWID") tha t

a re  contiguous  with, or a re  surrounded by, the  P ine  Wate r Company ("PWCo") CC&N have  been

able  to deve lop adequa te  re sources  from even the  sha llow aquife rs  tha t the  Company has  often

26 cla ime d s hould ha ve  be e n us e d to  s e rve  the ir own C C &N area. In  a d d it io n ,  o n e  DW ID

27

28

(S tra wbe rry Hollow) ha s  e xpe rie nce d  gre a t s ucce s s  in  the  de e p  a quife r,  a nd  one  priva te  la nd

owne r (P uge l/Ra nda ll) ha s  a ls o fully de ve lope d a  s ingle  de e p we ll tha t ha s  a va ila bly re s ource s

29

A.

Q.

6



1 equal to approximgigly73%-ot the f&a1~-a1an~1131Tv"&at di$i;{bi1{'€'~by~a11 the v6]§333&i-661r1»0I Of

2 P WCo.

3

4

5

Wha t a re  the  spe cific fa cts  re la te d to the  four DWI Ds  a nd othe r priva te  e ntitie s  which ha ve  found

a de qua te  wa te r re source s , while  P WCo ove r the  s a me  pe riod of time  ha s  not ha d ne a rly the  s a me

6 success?

7

8

9

10

l l

12

13

14

15

16

17

18

19

20

2 1

22

23

24

To be  s pe cific , e a ch of the  dis tric ts  ne e ds  to be  dis cus s e d. The  firs t is  S tra wbe rry Hollow DWID

(S HDWID) which  re ce ive d  a  100 ye a r wa te r a de qua cy de s igna tion  in  2005,  with  the  a de qua cy

de te rm ine d  by us ing  on ly 25% of the  wa te r a va ila b le  from  the  we lls .  O f the  e xce s s  wa te r no t

re qu ire d  in  the  S tra wbe rry Hollow Dis tric t,  56% of tha t wa te r wa s  o ffe re d  to  o the r loca l wa te r

purve yors  a s  pa rt o f the  a de qua cy a pplica tion  in  2005 . S tra wbe rry Ho llow h is to ric a lly ha d  a

s ha llow we ll.  In  2002  a  de e p  we ll wa s  d rille d ,  fu rthe r de ve lope d  a nd  te s te d ,  ove r a  two  ye a r

p e rio d .  Th e  d e e p  we ll is  lo c a te d  with in  1 0 0 '  o f th e  P W C o 's  C C &N,  s o  it  is  n o t c o n s id e re d  a

re m ote  loca tion. The  com bina tion of two we lls  a llowe d the  S HDWID to be  gra nte d the  100 ye a r

a de qua cy a  ye a r or s o la te r, be ing only the  s e cond 100 ye a r wa te r a de qua cy s ubdivis ion in a ll of

G ila  County.  O nly in  the  la s t fe w m onths  doe s  it a ppe a r Mr.  O lga  a nd  S ta ff ha s  ind ica te d  a ny

confide nce  tha t the s e  a dditiona l wa te r re s ource s  re a lly e xis te d. S ta ff ha s  a ppa re ntly ne ve r be e n

s u c c e s s fu l (o r m a yb e  e v e n  trie d  a s  p a rt o f "p ro te c tin g  th e  p u b lic  in te re s t") to  c o n v in c e  th e

Com m is s ione rs  to  pla ce  re gula tory orde rs  on the  Com pa ny tha t would re quire  P WCo to m a ke  a

re a s o n a b le  a g re e m e n t  with  S HDW ID to  p u rc h a s e  th e  e xc e s s  wa te r  (n o w re p o rte d  b y Mr.

Ha rdca s tle  to  be  on ly $8 /1000  ga llons  com pa re d  to  pa ying  $60+/1000  ga llons  to  ha u l wa te r).

This  la ck of progre s s  in purcha s ing wa te r re s ource s  unde r wa te r s ha ring a gre e me nts  a nd the  la ck

of re gula tory involve me nt to ma ke  it ha ppe n doe s  not a ppe a r to be  "in the  public inte re s t"..

25

26

27

Q.

A.

28

29

What is the second DWID to discuss?

Solitude Trails DWID (STDWID) has been successfully operated since 1996 with two wells

located within the PWCo CC&N, not within the Solitude Trails subdivision. The wells are

operated by PWCo under a water sharing and wheeling (transport) type agreement that allows for

A.

Q.

7



sa le  of a ll e xce s s  wa te r (a pproxima te ly 90% of the  tota l producion mos t ye a rs ) to P WCo. The

e xce s s  wa te r ta ke n from S olitude  Tra ils  ha s  a mounte d to much a s  22% of the  tota l s upply

dis tribute d by PWC; howe ve r, PWCo ha s  fa ile d to ta ke  a ll the  wa te r a va ila ble  ove r the  la s t fe w

years , dropping down to only 10% of tota l supply dis tributed by PWC. For some unknown reason

in the  summer of 2007, PWCo has  aga in s ta rted taking about 1,000,000 ga llons  per month ra ther

tha n the  500,000/month a ve ra ge  ove r the  la s t se ve ra l ye a rs , a ll right in the  middle  of the  wors t

drought in mode m Arizona  his tory. Obvious ly the s e  we lls  (both of which a re  in the  uppe r

aquife r) continue  to produce  a t his torica l leve ls .

Ma rk Fumus a , Cha irma n of the  S TDWID ha s  notifie d Mr. Olga  a nd the  S ta ff on nume rous

occas ions  in writing, a t ACC hea rings , a t ACC public comment sess ions , and a t P ine /S trawben'y

Dome s tic Wa te r Improve me nt Dis trict (P /S DWID) me e tings  tha t this  ne glige nce  of P WCo not

ta king full a dva nta ge  of the s e  a dditiona l s upplie s  is  occurring. This  wa te r from S TDWID is

available  a t $1 .00/1000 gallons compared to hauled water a t $60-$68/1000 gallons.

I

My conce rn is  why Mr. Ole a  a nd S ta ff ha ve  not re a cte d to the  fa ct this  S TDWID wa te r is  going

unus e d, in  vio la tion  of the  orde r 67166 re quiring  P WCo to  ta ke  a ll a va ila ble  loca l wa te r

including the  S TDWID wa te r, be fore  a ny ha uling occurs . By not us ing this  s upply (a bout 6-

million ga llons  pe r ye a r a va ila ble  by turning on the  we ll), the  P ine  ra te  pa ye rs  ha ve  incurve

inconvenience , water outages, and over $200,000 in hauling charges just in the  summer of 2007..

Good regula tory ove rs ight should not have  a llowed this  wa te r use  shortfa ll to occur, s ince  it wa

pointe d out by cre dible  pa rtie s  to the  ACC ma ny time s  ove r the  la s t fe w ye a rs . One  ca n e a s ily

ques tion why (overworked or poss ibly underfunded) the  S ta ff might cons is tently miss  this  type  o

opportunity for e ffe ctive  re gula tory control of this  CC&N holde r.

Q .

A.

What is  the  third DWID to discuss?

The  P ine  Cre e k Ca nyon DWID (P CCDWID) a t P orta ls  IV a buts  the  CC&N a t the  north e dge  o

P ine . The  Dis trict's  ma in ope ra ting we ll is  in the  sha llow a quife r a nd ha s  succe ss fully provide

8
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1 re source s  for the  e xis ting 83" Homes for t4T"lyéar§. "A-'$6'0i666 water and wa'§té96v3Ter resource

2

3

4

5

6

7

8

s tudy da te d 11-15-07 indica te d a de qua te  wa te r re s ource s  a re  a va ila ble  for ove r 294 pla nne d

re s identia l units , with an expected build out of only 214 units . The  origina l deve lope rs  of Porta ls

IV (same deve lopers  as  Porta l I, II, and III) a re  the  same ones tha t have  deve loped the  wells  in the

othe r a re a s , with  thos e  we ll in  the  othe r P orta l communitie s  turne d ove r to  P WCo a nd its

predecessors  for se rvice  to a ll a reas  se rved by PWCo. Aga in, this  is  anothe r example  of DWI Ds

ge tting the  job done  a nd s ta ying a he a d of the  ga me , while  P WCo ca n't s e e m to de ve lop, bring

online , s tore  or transport adequate  resources on its  own.

9

10

11

Q.

A.

12

13

14

15

Wha t is  the  fourth DWID to dis cus s ?

The  P ine  Wa te r As s ocia tion DWID (P WADWID - s e ve ra l diffe re nt na m e s  ove r 120 ye a rs ) ha s  a

com bina tion of we lls  a nd s urfa ce  wa te r from  P ine  Cre e k. It be ca m e  a  DWID in re ce nt ye a rs  a nd

ha s  be e n a ble  to provide  a de qua te  se rvice  with sys te ms  tha t ha ve  be e n s te a dily upgra de d ove r the

decades. Ade qua te  wa te r re s ource s  a re  in  p la ce  a nd  a re  p rope rly m a in ta ine d . It  is  a n o th e r

e xa mple  of a  s ucce s s ful wa te r ope ra tion tha t is  fully s urrounde d by the  CC&N.

16

17

18

Q.

A.

19

20

Wha t a bout the  Milk Ra nch we ll a s  a nothe r priva te ly de ve lope d we ll s ucce s s  s tory?

The  Milk Ra nc h  we ll is  a no the r we ll doc um e n te d  a nd  te s te d  wa te r de ve lopm e n t p ro je c t tha t

ge ne ra te s  150  ga llons  pe r m inute ,  with  de ta ile d  te s t re s u lts  provide d  to  P WCo m ore  tha n  one

ye a r a go. The se  re sults  ha ve  se e mingly be e n ignore d by P WCo .

21

22

23

24

25

26

Are  the s e  DWI Ds , the  c itize n home owne rs , loca l bus ine s s e s  a nd va ca nt la ndowne rs  e ffe cte d by

the  fa ct the  ACC ha s  not be e n a ble  to e ffe ctive ly re gula te  P WCo so it provide s  a de qua te  s e rvice ?

Ye s ,  hom e  va lue s ,  re s a le  opportunitie s ,  wha t could  be  a  vibra nt bus ine s s  c lim a te ,  a nd pride  of

owne rs h ip  th roughou t P ine  (inc lud ing  the  DW lDs ) a re  a ll d im in is he d  by the  ve ry poo r wa te r

re puta tion e xis ting in the  P ine  a nd S tra wbe rry communitie s .

27

28 Are  the re  othe r e xa mple s  of why the  S ta ff a nd Mr. Ole o s hould ha ve  ha d more  a wa re ne s s  of the

re a l wa te r s itua tion in P ine ?29

Q.

A.

Q.

9

I



A. On 1-10-08, Mr. Ole a  cla ime d he  ha d ne ve r sa t down with the  pe rsonne l who we re  conducting

a nd producing the  Mogollon Rim Wa te r Re s ource s  Ma na ge me nt S tudy ("MRWRMS "). This

proje ct is  a  joint ve nture  of Gila  County, the  Town of P a ys on, a nd the  Bure a u of Re cla ma tion

tha t discusse s  in de ta il the  ove ra ll wa te r is sue s  throughout the  Mogollon Rim Country. De spite

Mr. Ole a 's  me mory, I did a rra nge d a  me e ting on Octobe r 14, 2005 tha t Mr. Ole a  a tte nde d, for

which he  had sent a  follow-up le tte r to the  Bureau of Reclamation re la te  to the  topics  discussed.

In the  ACC confe re nce  room a long with Mr. Ole a  wa s  Bill Re nwick, Hydrologis t of Arizona

De pt. of Wa te r Re source s  (ADWR), Le s lie  Me ye rs , P rogra m Ma na ge r, Bure a u of Re cla ma tion,

Ma rvin Murra y, P roje ct Consulta nt, Bure a u of Re cla ma tion; Ma rlin S cott, ACC Engine e r; Mike

P loughe , Town of P a ys on Hydroge ologis t, a nd Ha rry J one s , Gila  County Wa te r Cons ulta nt.

Appa re ntly Mr. Ole a  did not pa y a tte ntion or re me mbe r discuss ions  a nd illus tra tions  during this

mee ting tha t showed de ta iled geologica l mapping, s ite s  of deep we lls , a  discuss ion of the  USGS

s tudy by John P a rke r indica ting de e p wa te r source s  in the  Mogollon Rim a re a  (including P ine )

tha t a re  recha rged by leakage  from the  "C" aquife r above  the  Mogollon Rim. Recently the rea fte r,

I even supplied follow-up documenta tion tha t S ta ff had requested.

In a ddition, on 1-10-08 or l-l 1-08 during cros s  e xa mina tion by Mr. Da vis , Mr. Olea cla ime d

he  had seen no s tudy of deep wells  tha t dea lt with 100 year adequacy. This  is  in e rror, or he  jus t pa id no

a ttention to a lmost 50% of the  pages  in the  November 2005 Wate r Alte rna tives  Report presented to the

ACC by PWCo tha t he  and his  S ta ff ana lyzed and issued an opinion about. Olea  cla imed during

his  te s timony on l-l1-08 tha t Mr. Ha rdca s tle  ra te d one  a lte rna tive  a  "5" (lo we s t )  ,  wh ile  th e  S ta f

changed the  ra ting to a  "l " (highes t).

Re gu la to r P o lic ie s  a nd  the  P ub lic  In te re s t

actua lQ. How do Mr. Olea 's  pos itions  on minimum wate r s torage  s tack up aga ins t the

practices of successful operators?

A. Also, on 1-10-08 or l-l 1-08, during cross  e xa mina tion by Mr. Glie ge , Mr. Ole a
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s ta ted tha t the  Arizona  Dept. of Environmenta l Qua lity (ADEQ) s torage  s tanda rd is  based on the

average day usage in a  peak month. On page 9 of his Second Supplementa l Te s timony, he

indica tes  there  can even be  a  further reduction in re quire d s tora ge  by de ducting the  wa te r production

of the  pumping/filte ring s ys te m, e xcluding the  highe s t wa te r production s ource  in the  s ys te m. ll

some units of ADEQ a re  us ing  thos e  s ta nda rd , it s e e ms  o the rs  ma y be  us ing  the  s ta nda rd  in

Enginee ring Bulle tin #10 da ted May 1978, which s ta te s  tha t minimum s torage requirements

are based on average daily demand for the year, not the average day in a  peak month. Bulle tin #10

indica te s  in the  firs t full pa ra gra ph on pa ge  6-4 tha t "The  minimum s tora ge  ca pa city for s ys te ms  not

providing fire  prote ction should a pproxima te  the  a nnua l a ve ra ge  da ily cons umption ." "This

capacity may be re duce d whe n the  s ource  a nd tre a tme nt fa cilitie s  ha ve  s ufficie nt ca pa city, with

standby power capability, to supplement peak demands of the  system." Re ga rd le s s  of which

of the  two s tandards  (or both) is  be ing used a t ADEQ, the standards  used do not a llow for adequate

storage in systems that have large spikes in demand, which is the  ca se  in a lmos t e ve ry community

in the  Rim Country. Ra ther than re ly on the  inadequa te  s tandards  of ADEQ, it appears  Mr. Olea  needs

to evaluate  the  actual practices of successful and experienced operators th ro u g h o u t th e  R im

County.

inte res t, and should not be  followed in the

Unde r the  formula e  dicta te d by Bulle tin #10, the  s itua tion in P WCo (a s  supporte d by Mr. Ole a

and Staff) can be  illustra ted and compared to other systems. Demand in P ine  is  a bout 56,000,000

ga llons/year, divided by 365 days  = 153,424 ga llons da ily a ve ra ge . With a bout 970,000 ga llons

of s torage , the  cla ims by Olea  and Ha rdca s tle  tha t cla im P WCo ha s  more  tha n four time s  the  ADEQ

requirement are accurate . Howe ve r, the  ADEQ minimum re quire me nt is  h ighly ina de qua te ,

except possibly for systems tha t have  no s ignificant spikes  in demand and a steady

predictable  demand. The  ADEQ s tanda rd within Bulle tin #10, a s  it curre ntly stands on the

De pa rtme nt's  we bs ite , is  not comple te , is  not the  ba s is  for indus try pra ctice , is  not in  the  public

Mogollon Rim communitie s  of P ine  a nd S tra wbe rry for the

following reasons :
Standard is  30 years old and outdated.
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•

•

•

No consideration is  given to spikes in demand in Bulletin #l0. If peak- and short-term water
demand is absolutely required to determine adequacy of wells, it certainly should be a required
factor in determining adequacy of storage capacity.
No cons ide ra tion is  given to recovery ra tes  (time  to re fill tanks) by pumping from well of
treatment plants.
The ADEQ standards do not match up with practices of successful communities in the Rim
Country, such as Payson, where water management faces many of the same challenges and is
consider to be a model system in Arizona.

Following is a water storage comparison for Payson and Pine, with some comparative factors

from the four domestic water improvement districts.

Wa te r Sto rage  Comparis ons *

-2007-

12

Factor Town of Payson Pine Water

Co

Total Storage (gallons) 8,100,000 920,000

Total Meters 8,000 2,000

Normal Population 15,000 2,000

Peak Population 30,000 6,000

Maximum Pumping Rate (rpm) 4,000 200

Maximum Pumping Rate/day (gallons) 5,760,000 288,000

Normal Demand/day-Winter (gallons) 1 ,000,000 66,000

Normal Demand/day-Summer (gallons) 2,000,000 266,000

Peak Demand/day-Summer Weekend/ Events (gallons) + 50% 3,000,000 +75%

465,000

Storage per Meter (gallons) 1,012 460

Storage/person-Normal Population (gallons) 540 460
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Factor Town of Payson Pine Water

Co

Storage/Person-Peak Population (gallons) 270 153

Times Maximum Pumping Rate Could Cover Peak

Demand/day

1.9 .6

Days at Maximum Pumping Rate to Refill all Tanks 1.4 3.2

Storage per Meter in Other Rim Country Communities

(gallons):

Strawber Hollow DWID at build-out 1,795

Solitude Trails DWID at build-out 1,282

Portals IV DWID at build-out 1,168

Rim Trail DWID 944
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Sources: Town of Payson-Mike Ploughe, Town Hydrogeologist.

Pine Water Co.-ACC Annual Report plus estimates

Others: Mogollon Rim Water Resources Management Study
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Facts and conclusions from the numbers are:
(a) Other communities in the area take peak demands into account, and they also consider their

pumping rates in determining storage capacity.
(b) Storage per water meter is more than twice as much in Payson when compared to PWCo.
(c) Storage per person at max populations on weekends is 76% higher in Payson than Pine.
(d) Percentagewise, Pine is estimated to have more of a spike in demand (triple) than Payson

(double), probably due to more craft shows, festivals, and more part-time residents.
(e) In Payson, maximum pumping rates can cover maximum demand spikes three times faster than

in Pine.
29
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(8 In P ine , the  numbe r of da ys  (a t ma ximum pumping ra te s ) tha t its  ta ke s  to re fill a ll ta nks  is  2.3
times longer than in Payson.

ga l/me te r (a t build-out); in Solitude  Tra ils  DWID 1,282

DWID 1,168 ga l/me te r (a t build-out), and a t

(g) S tora ge  in P ine  is  460 ga l/me te r; in Pa yson 1,012 ga l/me te r, in S tra wbe rry Hollow DWID 1,795

ga l/me te r (a t build out); a t P orta ls  IV

Rim Tra il DWID 9 4 4  g a l/me te r (h a s  b o th  E a s t

Verde  River surface  wate r and well wa te r to recover with a t the  same  time).
(g) With P WCo a t more  tha n four time s  the  ADEQ s ta nda rd, P WCo s till ha s  the  lowe s t re s e rve s

whe n compa re d to P a ys on a nd the  four DWI Ds . This  s trongly s ugge s ts  tha t the  s ta nda rd in
question must be  comple te ly re -eva lua ted as  it applies  to Pine .

(h) From virtua lly e ve ry s ta nda rd of me a sure me nt, Mr. Ole a  a nd the  ACC S ta ff a re  a llowing PWCo
to not follow current indus try practices  of othe r wa te r sys tems in the  a rea , a ll of which have  been
profess iona lly engineered and a re  successfully opera ted while  giving major considera tion to peak
demands, and a t many times the  ADEQ standard for water s torage .

(i) Mr. Olga  a nd his  S ta ff, a nd P WCo, a re  hiding be hind the  ina de qua te  s ta nda rds  of ADEQ tha t
re s ult in  va ca nt lo t owne rs , curre nt ra te -pa ye rs  a nd bus ine s s  owne rs  be ing  s ubje cte d  to
mora torituns , wa te r outa ge s , s ta ge d de ma nd curta ilme nts , a nd ma s s ive  ha uling cha rge s  tha t
grea tly limit prope rty use , prope rty va lue s  and ultima te ly qua lity of life .

forQ. Has Mr. Olea  and the  Sta ff been too sympathe tic to PWCo and its  water supply s itua tion

too long?

A. Apparently so. He  and the  Sta ff have  seemingly bought the  Company's  excuses a nd  the  s to ry

and outdated standards of the  unders ta ffed folks  a t ADWR and ADE Q  fo r to o  lo n g . Mr.

Olea  and his  Staff have  not pa id enough a ttention to the re porte d fie ld pra ctice s  of succe s s ful wa te r

sys tem opera tions  in the  Rim Country prior to offe ring re comme nda tions  to the  Commis s ione rs

and the  Adminis tra tive Law Judge . On 1-10-08 or 1-11-08 Mr. Olea  ha s  te s tified tha t the re  is  not

S ta ff ava ilable  to review a ll submiss ions , so the  policy is  to take  wha t PWCo submits  a t face

va lue .

On 1-11-08 during cross  examina tion by Mr. Shapiro, Mr. Olea  cla imed tha t ove r the  yea rs  the re

has never been enough water "supply" in Pine, and new data  has only come  to light ve ry re ce ntly. The

fa ct is , Mr. Ole a and Sta ff should have known for seve ra l yea rs  tha t conclus ion of "no water under

P ine" was  not correct, and the  appropria te  answer is  tha t PWCo and the  community lacks  s imply

from wate r "deve lopment", whe the r from the  sha llow or deep aquife rs . The  success  of a ll o f the
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4

1 DWI Ds has been known for 11+ years in a ll cases. The deep sources have  been confirmed over the

2

3

4

5

las t e ight years  with a  record of three  for three s ucce s s fu l de e p  d rillings  a t the  (1 ) S tra wbe rry

borehole  in 1999/2000 (an 1,890 foot explora tory hole  with wa te r a t about 1400 fee t), (2) S trawberry

Hollow in 2002/2003 (a  1 ,320 foot producing we ll with  wa te r a t a bout 908 fe e t, a nd (3) Milk

Ranch we ll in 2005 (a  1,050 foot thoroughly te s ted we ll with wa te r a t about 650 fee t.
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Based on the  above  information, it continues  to appear tha t Mr. Olea  and his  S ta ff a re  not paying

reasonable  a ttention to the  de ta ils  and industry activities  re la te  to wa te r in  th e  R im  C o u n try e ve n

though experts  from the  Bureau of Reclamation, the technica l leads for the MRWRMS , the

Hydroge ologis t from the  Town of P a ys on (mos t re cognize d e xpe rt be ca us e  of h is  s ucce s s  with

designating the loca tion of and deve lopment of the  two deep priva te ly owned we lls  in P ine ) have

a ll tried to inform him and the  S ta ff during mee tings  and othe r ACC hea rings . The not

lis tening, not wa tching, and not lea rning from the  loca l and regiona l e xpe rts  ha s  re s u lte d  in  the

ACC Sta ff continuing to re ly on le ss  than up to da te  S ta te  of Arizona  entitie s  tha t a re  "behind the  curve"

in te rms  of wa te r s itua tions  in the  P ine  a re a  ove r the  la s t 10 ye a rs . This  outda te d a nd le s s  tha n

information has  been used to jus tify long-s tanding and improper pos itions  on water

ma tte rs  critica l to Rim County communitie s , e spe cia lly the  communitie s  of P ine  a nd S tra wbe rry.

Problems caused this  type  of regula tory ove rs ight and lack of up to da te  s tanda rds  a re  not in the  public

inte re s t. In a ddition, it is  not in the public inte re s t to trea t a ll a rea s  of the  s ta te  the  same  (the  required

water s torage  for ins tance) when diffe rences  such as  s table  vs . transient popula tions , high vs . lo w

demand spikes  exis t, e tc. One  s ize  fits  a ll rules  and policies  do not genera lly wo rk we ll in  to d a y's

business  and regula tory environment.

23
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25 the

26

Q. Should the  potentia l change  in rea l property va lues caused by having adequate  or inadequate

wate r supplies  ava ilable  to the  propertie s  in the  CC&N be  a  factor in de te rmining whether

public inte res t is  be ing se rved?

27

28

29

A. Absolute ly. Mr. Olga  did sa y on 1-10-08 or 1-11-08, unde r cross  e xa mina tion by Mr. Da vis  tha t

he  gave  no considera tion to increased property va lues if a commun ity ha d  a  100  ye a r a de qua cy o f

15



wa te r a va ila bility de s igna tion. It is ce rta inly not the  purvie w of the  ACC to try to ma nipula te  ma rke t

va lues  of properties  by its  regula tory processes , however, the  ACC should not permit a public

se rvice  corpora tion to take  consis tent actions  or inactions  (like  not adequa te ly trying to deve lop

reasonable  water resource  capacity) that tend to diminis h or stagnate re a l prope rty va lues .

Therefore , reasonable  considera tion of e ffe cts  of ACC policie s  on re a l prope rty va lue s  s hould be

considered when assess ing public policy and how well it se rves  the  public inte res t.

no

Q. Will the  public inte re s t be  adequa te ly se rved if the  compla inants  a re  not a llowed outs ide the

CC&N and the  current practices  of PWCo re la ted to the  compla inants ' s itua tions are a llowe d to

continue?

A. Abs olute ly not. If the C C &N holde r is  a llowed to continue  "a s  is " and the  compla inants  a re  not

le t out, the  potentia l for new well and wate r resource de ve lopme nt by the  priva te  se ctor will like ly

fa ll to ze ro. La rge  sca le  domestic wa te r d e ve lo p me n t h a s  u n fa irly a n d  g e n e ra lly b e co me  th e

re spons ibility of the priva te  s e ctor in P ine . If the  CC&N holde r ca nnot de ve lop wa te r re s ource s  on

the ir own (as  is  the  case  with PWCo), and if the  priva te  sector is  to be  encouraged to

explore  for new water to be tte r guarantee  its  future  water adequacy, to enhance th e  va lu e s  o f th e ir

own rea l property, to make  excess  wate r ava ilable  to a  CC&N holde r under water sharing

agreements, or to secure  water for a  newly created DWID, the n tha t priva te  wa te r e xplora tion a ctivity

should encouraged by the ACC by le tting the  Compla rna nts  out of the  CC&N in this  ma tte r. If not,

priva te  individua l is  going to wa nt to e ve r ma ke  a n inve s tme nt in his  prope rty or community the

wa y Mr. P e te rson of S HDWID or Mr. P uge l/Ra nda ll of Milk Ranch have done in this  case .

The  evidence  as  to the  benefit of this  logic for ge tting wate r resources  "in hand" is tha t

over the  last 25 years  the  loca l rea l esta te  subdivision developers  have  formed thre e  ne w DWI Ds  to

serve themselves, ra ther than become a part of the PWCo and its  predecessor monopolie s . The

unfortuna te  fact tha t the  compla inants ha ppe n to curre ntly be  s tuck within P WCo's  CC&N is  why

the y a re  ha ving to go through multiple  la wsuits  a nd le ga l proce e dings . If the y a re  le t out of the  CC&N,

I fully be lie ve  the y will form one  or more  we ll ma na ge d, fina ncia lly sound DWI Ds that

will drill a dditiona l we lls  tha t will be  a ble  to se rve  the ir own p ro p e rtie s ,  a n d  mo s t like ly h a ve
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1

2

excess water available for use by the €C8il§T Holtler fortlie rest Of Pine ass ingO CoMse that in the

eyes of the complainants, that an entity more trustworthy and competent than Brooke is

available to accept and effectively store and/or distribute the excess water
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Mr. Olea  and the  ACC Sta ff need to rea lize  the  free  marke t, entrepreneuria l system has

dis tinct benefits , is  not a  revolutionary idea  and its  opera tion and be ne fits  s hould not be  dis coura ge d

Free  marke t activitie s  by the  priva te  sector a nd a ctivitie s  of public se rvice  corpora tions  ca n e xis t s ide

by-s ide  if the  public se rvice  corpora tion is  compe te nt, trus te d a nd prope rly re gula te d. Howe ve r, the

resulting s itua tion and unsa tis factory performance  of PWCo, S trawberry Water Compa ny a nd

the  ACC (in its  regula tory role ) appea rs  to be  beyond repa ir in the  minds  of many P ine  and S trawbe rry

rea l prope rty owners . Marry of the  mos t a ctive  community me mbe rs  wa nt to  form a  "dome s tic

dis trict and control the ir own des tiny, without Brooke  and the  ACC in the ir way
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There fore , le tting the  Compla inants  out of the  CC&N would bes t se rve  the public

inte re s t" s ince  it is  like ly more  tota l wa te r would be  ava ilable  in these co mmu n itie s  if th e  p riva te

sector was  not furthe r discouraged. The  public inte res t could a lte rna tive ly be  se rved by (1) the  ACC

forcing a  sa le  of the  assets of the PWCo to a  newly crea ted "Domes tic Wate r Improvement Dis trict

(2) by s imply ta king the C C &N monopoly license  away from PWCo and SWCo and putting it in the

19 hands  of another Public Service  Corpora tion tha t is  known to run a  more trus ted and profe ss iona l

orga niza tion, or (3) impos ing ma jor ope ra tiona l a nd fina ncia l orde rs  on P WCo a nd S WCo re la te d to

imme dia te ly (a ) re quiring d e ve lo p me n t o f s e ve ra l n e w we lls ,  (b ) re q u irin g  s h o rt-te rm ma jo r

inves tments  in s ys te m s tora ge  a nd infra s tructure  re pa irs , a nd (c) re quiring ne w ca ll ce nte r

ope ra tions , a ll subject to close  monitoring ofP WCo to measure progress and to issuance of

meaningful fines  and pena lties  for non-performance

26 Is  it in the  public inte re s t to seve re ly re s trict for long pe riods  of time  the  use  of priva te

27

29
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propertie s

Mr. Oleo and the  Sta ff seem to give  no rea l considera tion to the  fundamenta l

of priva te  prope rty rights , and the  ne t re sult of the  e ffective  taking of prope rty

is sue  of de nia l

without due



s ile nt, but the y a re  be ing orga nize d a nd will be come

com pe ns a tion be ca us e  no wa te r from  the  re gula te d m onopolis t is  a va ila ble  to  the  la nds .  The  focus  of

the  S ta ff a nd  P WCo a ppe a rs  to  be  on ly on  the  curre n t cus tom e rs  with  little  re ga rd  for the  va ca nt lo t

owne rs  a nd t h e  o wn e r s  o f  la n d  n o t  ye t  s u b d iv id e d . T h e  p u b lic  in t e r e s t  is  n o t  s e r v e d  b y

ignoring the  40%-50% of the  unde ve lope d a cre a ge  a nd lots  in P ine  a nd the  30- 4 0 % of

unde ve lope d a cre a ge  a nd lots  in S tra wbe rry. Ma ny owne rs  of the s e pa rce ls a re s till re la tive ly

incre a s ingly po litic a lly a ctive i f the n

prope rty rights  continue  to be  de nie d ye a r a fte r ye a r.  The  re ca ll of P S WID Dis tric t Boa rd m e m be rs  is

a ppa re ntly only the firs t s te p in the ir que s t for loca l s e lf control of the ir prope rtie s .

Re b u t ta l to  Te s t im o n v o f Ro b e rt  Ha rd c a s t le

P a ge s /line s

933 22-25

934 1-3

934 14-24 Mr.  Ha rdca s tle  m a ke s  the  s ta te m e nt re la te d  to  the  purpos e  of the  Te tra  Te ch  s tudy a s

"be ing a ble  to  m a xim ize  the  productivity of the  Milk Ra nch ("MR") we ll,  a nd be ing a ble  to  utilize  it for

the  be ne fit of a ll cus tom e r of P ine " Ba s ica lly,  Mr. Ha rdca s tle  is  s a ying "wha t is  the  cos t to  hook up a ll

of the  Milk Ra nch wa te r to a ll the  cus tom e rs  of P ine  a nd S tra wbe rry". By s pe cifying the  obje ctive  of the

s tudy tha t wa y, he  did not give  a ny cons ide ra tion to the  conce pt tha t "ha lf a  loa f is  be tte r tha n no loa f a t

a ll" Ra the r tha n a s king the  e ngine e ring firm  to te ll him  wha t it cos ts  to  ta ke  the  wa te r to  the  300K ta nk

ove r a  m ile  a wa y, he  s hould ha ve  e va lua te d "wha t doe s  it cos t to us e  the  Milk Ra nch we ll to he lp s olve

the  wa te r p rob le m  for s o me or a ll o f P ine  a nd  S tra wbe rry" Mr.  Ha rdca s tle  ne e ds  to  g ive  a de qua te

cons ide ra tion to the  fa c t tha t with the  MR we ll in the  s ys te m , he  will like ly ga in s ubs ta ntia l re lie f for his

we lls  in  north  P ine  a nd  S tra wbe rry s ince  wa te r will no t ne e d  to  be  s e n t downhill from  north  P ine  a nd

S tra wbe rry to s e rve  the  s outhe rn pa rt of P ine  whe re  the  MR we ll is  loca te d.

If the  Milk Ra nch we ll could  s e rve  25%-50% of the  m e te rs  in  the  CC&N, he  s hould  look a t the  cos t a t

ma king tha t type  hookup a nd not lim it the  cos t to a  "home -run" for the  whole  s ys te m. In fa ct, the  pa rt of
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in

1 Pine  tha t suffe rs  the  most from wate r outages  is  in the  a rea  tha t could like ly be  se rved by the  Milk Ranch

2
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we ll if it wa s  hooke d into the  ma in tha t runs  within a  fe w hundre d fe e t of the  we ll. Na rrowly spe cifying

the  purpose  of the  Te tra  Te ch s tudy the  wa y he  did a utoma tica lly (a ) ma de  the  cos t of the  Milk Ra nch

4 we ll hookup unre a s ona bly h igh, (b) he lps  Mr. Ha rdca s tle  to ju s tify n o t s e le c tin g  th e  MR we ll

a lte rna tive , and (c) a llows  Mr. Ha rdcas tle  to s trengthen the  a rguments  tha t the  KG project is  a  "solution

in ha nd", a ppa re ntly a ime d a t a llowing the  Compa ny a nd the  S ta ff to more  s trongly re comme nd to the

Commis s ione rs  a nd the  Adminis tra tive  La w J udge  tha t the  CC&N s hould not be  "s lice d up" be ca us e

a de qua te  wa te r ca n come  from the  KZ, a nd tha t the  Milk Ra nch we ll is  too cos tly to hook into the

exis ting sys tem.
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15
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Ke e ping the C C &N inta ct doe s  not s e rve  the  community a ny be tte r, a lthough it proba bly ma ke s  for a

h ighe r va lue  of the  combine d P ine  Wa te r Compa ny ("P WCo") a nd  S tra wbe rry Wa te r Compa ny

("S WCo") be ca us e  of a  gre a te r numbe r of pote ntia l hookups . The  numbe r of pote ntia l me te rs  is

importa nt to Brooke  Utilitie s , Inc. ("BUI") be ca use  if the  P ine  a nd S tra wbe rry compa nie s  or a s se ts  a re

ever sold, BUI as  the  shareholder, will benefit s ince  water companies  a re  often sold on the  basis  of meter

counts , times a  negotia ted price .
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938 9-10

940 8-18

941 21-25

942 4-13

The  discuss ion on these  pages  be tween Mr. Hardcas tle  and Judge  Nodes  re la te s  to why PWCo

agreed to the  K2 contract without firs t making close  comparisons  of the  pros  and cons  of the  K2 project

a nd the  MR we ll. The  going forwa rd with the  K2 a gre e me nt prior to  conducting tha t compa ra tive

ana lys is  indica tes  a  lack of due  diligence  or poss ible  de libe ra te  a ttempt to avoid facts  tha t may lead to a

diffe rent conclus ion. Mr. Hardcas tle 's  excuse  for not aggress ive ly pursuing tha t comparison (not exactly

knowing the  cos t of the  Pug e l wa te r) is  weak. He  could have  es tima ted those  cos ts , a long with wha t he

thought cos ts  for ope ra tions  and deprecia tion would be , however it appea rs  he  did not want to show the

MR we ll ha d a ny poss ibility of be ing use d (rule  it out on too e xpe ns ive  to hook up), s ince  the  K2 is  his
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1 trump ca rd (a  s olution in ha nd) to ke e p P uge l/Ra nda ll, e t. a l. from e xiting the  CC&N. This  fa ilure  to

2

3

4

fully and profess iona lly consider other reasonable  a lte rna tives  is  a  prime  example  of the  lack of business

judgment and due  diligence  e fforts  tha t has  cons is tently plagued P ine  and S trawberry wa te r companies .

Also see  1122-1127 be low.

5

6

7

8

9

10

942 23-25

943 1-10 This  dis cus s ion be twe e n J udge  Node s  a nd Mr. Ha rdca s tle  is  a  good e xa mple  of P WCo

cons ta ntly s e e king to s hift the  bla me  for a  proble m cre a te d by P WCo to othe rs . In this  pa rticula r ca s e ,

the  compa ny is  s hifting the  bla me  for poor cons ume r s upport of the  KG proje ct to the  P S WID for not

taking into cons ide ra tion the  oppos ition of S trawberry re s idents  to the  outright taking of "the ir" wa te r.
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12
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965 16-25

966 1-2

14

15

17

18

19

20

21

22

23

24

Mr. Ha rdca s tle 's  whole  a ns we r a t this  point of te s timony wa s  mis cha ra cte rize d. His

a ns we r a t 965 16-25 tha t "you did not re cove r a nything through ra te s " for P roje ct Ma gnolia  is  true ,

howe ve r BUI (a n unre gula te d priva te  compa ny) ma de  ma s s ive  re cove ry of ope ra tiona l profits  by

16 booking the  cos t of the  $449,000 pipe line  (a ctua lly s ta rte d by P WCo) into BUI, a nd the n cha rging

PWCo 6.8 time s  its  a ctua l cos ts  of $34,000 pe r ye a r for use  of the  pipe line  ($l5/1,000 ga llons  to move

wa te r downhill 1 .8  mile s , re s u lting  in  $533,000 of re ve nue  to  Brooke  Utilitie s  ove r 23  months ).

Ha rdca s tle 's  a ns we r "ye s " tha t "didn't you a lwa ys  ta ke  the  pos ition tha t it wa s  Brooke 's  a s s e t until

orde red othe rwise  by the  Commiss ion'? " is  a  true  answer, however the  Commiss ione rs  didn't fa ll for his

a rgume nt a nd ultima te ly the  ACC (in the  se ttle me nt a gre e me nt of 2004) orde re d the  unre gula te d BUI

pa re nt compa ny to re turn owne rs hip of the  pipe line  to P WCo. In a ddition to forcing BUI to re turn the

p ip e lin e  to  its  rig h tfu l o wn e r,  th e  ACC re q u ire d  P WCo  to  e xe mp t $ 2 6 7 ,0 0 0  o f th e  $ 5 3 3 ,0 0 0

inte rcompany payable  (resulting from use  of the  pipe line) from future  ra te  increase  applica tions .

25

26

27

28

29

Mr. Ha rdca s tle ' a nswe r a  966 1-2 is  a lso a ccura te , but e xtre me ly mischa ra cte rize d. Ye s , Brooke  built

the  pipe line , ba s ica lly a s  proje ct ma na ge rs  for the ir PWCo subs idia ry compa ny. Brooke  did tha t on a ll

projects  because  a t the  time  (and maybe  s till today), PWCo had no employees , no trucks , no ca ll-cente r,

e tc. (only in-ground infra s tructure , we lls , and tanks), so some  entity needed to manage  the  cons truction

20



The  commiss ions  did not buy the  fa ct t a ctua lly doing the  cons tructionproce ss , a nd tha t wa s  BUI.

gave  BUI any ownership of its  subs idia ry's  a sse t.

1122-1127 The  cros s  e xa mina tion a nd dis cus s ion be twe e n Mr. Ha rdca s tle  a nd Mr. Da vis  (a nd a t

anothe r time  be tween Commiss ioner Mayes  and Mr. Hardcas tle ) needs  to be  ana lyzed to ga in ins ight to

the  meaning of the  s ta tement "we  made  a  bus iness  judgment" tha t Mr. Hardcas tle  has  used throughout

the  he a rings . Als o, this  s e rie s  of que s tions  a nd a ns we rs  a ls o is  re fle ctive  of the  que s tion of whe the r

PWCo cares about trying to opera te  the  Company a t the  lowest reasonable  cost and in a  prudent manner.

Bus iness  judgment is  difficult to appra ise ; is  highly diffe rent from indus try to indus try, e specia lly re la ted

to s pe cia lize d ma tte rs , but doe s  ha ve  s ome  common e le me nts  tha t ca n be  e va lua te d. Judgme nt is

cente red on the  activity of be ing able  to make  a  decis ion or form an opinion objective ly whe re  action is

required. In bus ine ss , judgment is  re la ted to use  of logic, to use  of problem solving te chniques  (de fine ,

collect facts , deve lop a lte rna tives , eva lua te  a lte rna tives , se lect bes t a lte rna tive , ins ta ll solutions , monitor

re sults , and make  adjus tments ), and to se lecting and moving toward objective s . Financia l ana lys is  is  a

key pa rt of applying logic to bus iness  decis ions , recognizing tha t many othe r skills  a re  used to cony out

de cis ions . It s e e ms  Mr. Ha rdca s tle  la cke d judgme nt this  s itua tion, s ince  he  wa s  una ble  to jus tify his

proce s s  for ma king the  de cis ion to move  forwa rd without cons ide ring s ome  ke y fa ctors  a nd fina ncia l

compa risons  ne ce ssa ry to ma ke  a  prude nt a nd re a sone d de cis ion tha t would e ffe ct his  compa ny a nd

cus tome rs  for ye a rs  to come . All ma na ge rs  a nd pe ople  do not ha ve  good judgme nt a ll of the  time ,

howeve r this  s itua tion seemed somewha t indica tive  of wha t occurs  when unde r pre ssure  of not looking

forwa rd, not inve s ting, mis le a ding othe rs , s la nting fa cts , not ta king ca re  of cus tome rs , not ca rrying out

the  intent of regula tory controls , e tc,, some of which a re  what PWCo has  been accused of doing over the

years . Also see  938 9-10 above

In addition to the  judgment issues  re la ted to this  pa rticula r decis ion process , it seems he  may have  been

taking an action tha t was not reasonable  and prudent for PWCo ra te-payers . Spending $62 to $68 to haul

wa te r tha t is  even remote ly poss ible  to buy a t $8 or even $24 as  sugges ted by Mr. Davis  is  ce rta inly not
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s

1

2

in the  be s t inte re s t of the  curre nt cus tome rs , e s pe cia lly whe n it ma y go on for long pe riods  of time

(weeks and months) .

3

4

5

6

7

8

9

10

11

12

1292 18-19 The  discuss ion about the  November 2005Wate r Supply Alte rna tive s  Report, a s  required

unde r De cis ion 66823, a s  pre pa re d by P WCo is  mis cha ra cte rize d throughout the  te s timony. The

sta tement made  severa l times  by Mr. Hardcastle  tha t it is  27 or 28 a lte rna tives  is  incorrect, s ince  they a re

numbered only 1-21. The  discuss ion tha t it was  extens ive  and conta ined about 500 pages  is  mis leading

s ince  a bout 45% of the  pa ge s  we re  a ctua lly a  copy of the  S tra wbe rry Hollow DWID 100 ye a r wa te r

adequacy applica tion which conta ined ove r 200 pages . Nea rly ha lf of the  lis ted a lte rna tive s  we re  taken

from the  J B-1 through J B-8 options  de ve lope d by J ohn Bre ninge r (initia l K2 ne gotia tor a nd curre nt

Brooke  Utility cons ulta nt) which we re  a dopte d a s  the  officia l wa te r de ve lopme nt a lte rna tive s  for the

PSWID (a ll we lls  dea lt with wa te r to be  taken from S trawberry to P ine ).
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22
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Ma ny of the  a lte rna tive s  we re  s a ddle d with unre a lis tic cos t e s tima te s , ofte n a t 5 or 10 time s  cos ts  of

s imila r proje cts  re ce ntly comple te d or s imila rly e va lua te d by the  Town of P a ys on, us ing the ir norma l

cos t proje ction te mpla te s . For e xa mple , the  thre e  de e p we ll a lte rna tive s  loca te d within S tra wbe n'y

(a lte rna tive s  2-4) ra nge d from $3.7 million to 4.7 million, while  Mr. Ha rdca s tle  is  toda y proje cting

s imila r we ll s tructure  a t the  KG s ite  in  S tra wbe rry a t a  ma ximum cos t of $1 .3  million  forl50  rpm

19 production. Tes timony in the  current ca se  ha s  indica ted actua l cos ts  of the  150 rpm Puge l/Randa ll we ll

a nd the  S tra wbe rry Hollow we lls  to be  a bout $250,000. Ra nkings  of the  thre e  S tra wbe rry de e p we ll

a lte rna tive s  we re  a t "5", the  lowe s t pos s ible  ra ting in the  s tudy. Anothe r indica tion of ra nkings  be ing

highly skewed for one  reason or anothe r was  the  S ta ffs  recommenda tion to require  PWCo to pursue  an

a lte rna tive  the  Company ranked a  "5" (poor a lte rna tive ) tha t the  S ta ff ranked a  "l" (bes t to pursue) .

24
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27
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Any implica tion tha t the  s tudy wa s  thoroughly a na lyze d by the  S ta ff is  a  misnome r, e ve n though the

Commis s ione rs ' orde r for the  s tudy re quire d "a na lys is  a nd dis cus s ion" with a ll a ffe cte d e ntitie s  a nd

s ta ke holde rs , i.e . me a ning some  pa rticipa tion a nd e va lua tion by S ta ff, Town of P a yson, Gila  County,

Bure a u of Re cla ma tion, S RP , ADEQ, a nd ADWR, none  of which, e xce pt s ta ff, e ve r s e e me d to be

confirme d (i.e . no pe e r re vie w) a fte r I ha d conve rs a tions  with thos e  pa rtie s . The  a fte r-the -fa ct pe e r

22



re vie ws  by Gila  County a nd the  mos t importa nt one  by Mike  P loughe  of P a ys on we re  a ppa re ntly

comple te ly ignore d by S ta ff a nd PWCo. My conclus ion from two ye a rs  a go, which s till s ta nds  toda y, is

tha t the  PWCo report was  thick, bulky, and conta ined lots  of fluff, and lacked depth.

le ft in ta ct the  ge ne ra l conclus ion tha t the re  we re  "no e a s y a ns we rs ",

a lte rna tive s ",

By a voiding the  mos t critica l e va lua tions  of the  re port (P loughe  a nd Jone s ), both the  P WCo a nd S ta ff

"unde r the  be s t s ce na rios  the

hydrology is  unce rta in a nd the  cos ts  a re  subs ta ntia l", "cle a rly the  imple me nta tion of solutions  ca nnot

ta ke  pla ce  in the  tra ditiona l re gula tory e nvironme nt", "future  de cis ion ma king re quire s  the  ba la ncing of

the  tre me ndous  ris ks  with the  s pe cula tive  a nd pote ntia lly limite d be ne fits  of a n y o f th e  a n a lyze d

Bottom line , if you don't wa nt to  inve s t a ny mone y or ta ke  a ny ris ks  to  s olve  the

problem, it is  easy to overs ta te  expected cost, e limina te  additiona l a lte rna tives , and rank most everything

"5-Poor" (13 of 21 a lte rna tive s ).

1337 23-25

1338-1339

1488-1489 The  discuss ion from pages  1337-1339 and aga in a t 1488-1489 re la te  to the  Company's

be lie f tha t the  proble ms  of mora toria , dis ince ntive s  to inve s t, high risk, high cos t, e tc. a re  the  re sult of

the  regula tors . S ure , s ome  of the  proble m ha s  to do with re gula tory re s trictions  or re quire me nts .

Howe ve r, this  a ppe a rs  to me  to go a long with a n a ppa re nt goa l of the  compa ny to do its  ve ry be s t to

re gula rly try to shift bla me  for e ve rything tha t is  wrong to othe r pa rtie s . Typica l e xcuse s  ove r the  ye a rs

a re  (a ) "no more  wa te r is  to be  found unde r P ine  Arizona , i.e . bla me  God (prove n wrong by a de qua te

wa te r a t DWI Ds  a nd two de e p we lls  with s ignifica nt ca pa city), (b) the  ACC is  to bla me  for mora toria ,

s taged wa te r use  re s trictions , and hauling cha rges  (i.e . PWCo sha res  no re spons ibility for the  s itua tion,

and the  Company did not a sk to have  the  re s trictions  put on), and (c) Gila  County Board of Supe rvisors

a llowe d the  forma tion of the  ne ighboring wa te r improve me nt dis tricts  tha t ta ke  the  wa te r tha t s hould

flow into P WCo we lls . In e s se nce , it a ppe a rs  tha t the  compa ny is  hiding be hind the  mora toriums  a nd

othe r e xcuse s  in a n e ffort to a void re a sona ble  inve s tme nts  a nd risk ta king re quire d for public s e rvice

corporations so that adequate  service  can be  provided to current and future  ra te-payers.
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1375-1376 The  e xpla na tion a bout S tra wbe rry Wa te r Co. pa ying for wa te r from we lls  owne d by

P WCo tha t wa s  re ta ine d in the  S tra wbe rry community is  mis re pre se nte d by Mr. Ha rdca s tle . It s e e ms

Hardcastle  wants  everyone  to be lieve  jus t because  SWCo pays the  commodity ra te  to PWCo, everything

is  fa ir. The  point to make  he re  is  the  hauling ra te  is  $60-$68 pe r 1,000 ga llons , while  the  commodity ra te

from P ine  cha rge d to S tra wbe rry is  $9.045, a  cos t diffe re nce  of $50-$60/1000, a  s ignifica nt cos t

diffe re nce  the  P ine  re s ide nts  a re  re quire d to a bsorb. Also, the  ra te  pa id by P ine  Wa te r Co. to P a yson

Wate r Co when hauled from the  Knoll's  we ll in S ta r Va lley is  extreme ly profitable  for Payson Wate r Co.

s ince  the  ave rage  sa le  price  of commodity wa te r (wa te r sold above  the  base  ra te s ) from Payson Wate r

Co. is  pos s ibly a bout $4.00/1000 ba s e d on ve ry little  wa te r s old a t the  top of the  s ca le  ($9.00+) with

mos t wa te r s old a t $2.50-$3.75/1000 ga llons . This  a ll me a ns  P ine  Wa te r Co. cus tome rs  a re  unfa irly

s upple me nting S tra wbe rry Wa te r Co a nd P a ys on Wa te r Co. P WCo ha s  the  a bility to re cove r wa te r

ha uling cha rge s  from its  cus tome rs  on the  following monthly bill, while  S tra wbe rry ha s  no a bility to

re cove r cha rge s  for wa te r ha uling. Thus , it is  ve ry a dva nta ge ous  to ma ke  a ll ha uling go to P ine , a nd

none  to S trawberry, saving SWCo about $50-$60/1,000 and cos ting the  P ine  ra te -paye r about $50/$60

pe r thousa nd ga llons  purcha se d tha t could ha ve  come  down the  Ma gnolia  pipe line  a t a bout $2.50 pe r

thousand.

1419 14-21 In re ga rds  to whe the r Mr. Riche y e ve r me t with Mr. Ha rdca s tle  in Riche y's  re s ta ura nt in

S trawberry during the  KG negotia tions , the  answer of "no" given by Mr. Hardcas tle  needs  to be  cla rified.

During the  ea rly discuss ions  for the  KG s ite , the re  were  multi-page  documents  deve loped ca lled MOU's

(ultima te ly dra fts  1-5 we re  e s se ntia lly "le tte rs  of inte nt" or "te rm she e ts"). Mis te rs  Riche y, Suhr, Jone s ,

Pug e l, Cassa ro, Paul, Hardcas tle  and seve ra l othe rs  were  a t a  mee ting in the  back right-hand comer of

the  Mogollon S te a khouse  owne d by Riche y. Be ca use  of frus tra tion in ma king progre s s  with the  MOU

(ma inly de ve lope d be twe e n Ha rdca s tle , S ue r a nd Bre ninge r), S ue r asked Riche y to be come  the  le a d

pa rty to he lp cla rify nume rous  is sue s  re la te d to the  MOU. Riche y ra n the  me e ting with Ha rdca s tle , a nd

the  re s t lis te ne d. Some time  a fte r tha t me e ting, the  ne gotia ting te a m of Riche y a nd Suhr s ta rte d with a

whole  ne w docume nt, the y ultima te ly ca lle d the  "KZ a gre e me nt" The  s witching of na me s  of the

document, or the  toss ing out of the  firs t five  dra fts  and s ta rting to deve lop a  clean new document should

not be  inte rpre ted as  a  separa te  transaction comple te ly disconnected from the  e fforts  re la ted to reaching
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Q.

1 a gre e me nt on use  of the  KG s ite  for wa te r de ve lopme nt a ctivitie s . At tha t time , a nd for se ve ra l months

2

3

the re a fte r, Riche y took the  le a d of the  committe e  in trying to fina lize  a n a gre e me nt for use  of the  KG

property a s  a  we ll-s ite , but he  was  not ye t a  member of the  PSWID Board. During the  process  of putting

4 the  agreement toge the r over the  next few months , Paul Paul and Bob Cassa ro res igned from the  Wate r

De ve lopme nt Committe e  ("WDC") due  the ir conce rns  of pos s ible  viola tions  of the  ope n me e ting la ws

6 by the  WDC.

5

7

8

9

10

11

13

14

15

16

17

18

1608 24-25

1609 1-11

1610 1-4 Mr. Ha rdcas tle 's  s ta tements  a t 1609 1-11 tha t the  deve lope rs  of the  Milk Ranch we ll and

SHE "drilled those  wells  in those  loca tions not because  they had conducted a  huge  hydrologica l s tudy for

12 the  a rea , they drilled those  we lls  in those  loca tions  for exactly the  same  rea sons  tha t we  a re  drilling the

we ll in the  KG we ll (s ite ) because  they own the  prope rty." This  s ta tement is  not true . The  SHE and MR

well owners  drilled a t the ir se lected s ites  because  of the  mapping of faults  and other geologica l s tructures

tha t P loughs , old time  community wa te r pe ople , a nd firs t drille rs  for P e te rson use d. Lots  of ma ps  a nd

prior s tudie s  of the  a re a  we re  us e d to pick thos e  s ite s . It is  importa nt to note , in a ddition to the  prior

maps , photos , e tc. used for the  two deep we lls , we  now have  much more  de ta iled geologica l maps  and

informa tion a bout to be  re le a s e d a s  pa rt of the  de live ra ble s  of the  Mogollon Rim Wa te r Re s ource s

Management S tudy.19

20

21

22

23

24

25

This  s ta te me nt by Ha rdca s tle  s e e ms  to illus tra te  his  willingne s s  to s la nt the  truth a bout a ctivitie s  of

o the rs , or h is  la ck of knowle dge  or inve s tme nt of time  or mone y to  do  the  job  right, or it s imply

indica te s  his  policy on whe re  to drill this  de e p KG we ll wa s  to only look a t prope rtie s  Brooke  a lre a dy

owned. This  policy illus tra te s  his  lack of apprecia tion for good geologica l s tudie s , loca tion of faults , and

other procedures  used by profess ions  with long-tenn loca l experience  in se lection of drilling s ite s .

26

27 On 1-11-08, during cross  e xa mina tion by Mr. S ha piro, Mr. Ole a  cla ime d tha t ove r the  ye a rs  the re  ha s

never been enough "wa te r s u p p ly" in P ine , a nd ne w da ta  ha s  only come  to light ve ry re ce ntly. The

29 truth is , it has  been known for severa l yea rs  tha t a ssessment of the  s itua tion is  incorrect, and the  correct

28
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a ns we r is  tha t P ine  s uffe rs  from la cks  from a  la ck of "s to rage  capacity" a nd  a  la c k o f "wate r

development" in both sha llow aquifers  and in deep aquifers  tha t have  been confirmed with a  record of

three-for-three  success ful drillings  (1) a t the  Strawberry borehole  in 1999/2000 (a  1890 foot explora tory

hole  with wate r a t about 1400 fee t), (2) a t S trawberry Hollow in 2002/2003 (a  1320 foot producing well

with wa te r a t about 908 fee t), and (3) a t the  Milk Ranch we ll in 2005 in a  1,050 foot we ll with wa te r a t

about 650 feet.

Q.

A.

Does  this  complete  you tes timony?

Yes .
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